The paper examines the association between financial performance and boards of non-financial firms. Using data on over 200 listed manufacturing firms in India for 2005, the findings indicate that, after controlling for various firm-specific factors, board diligence as well as director busyness exerts a positive influence on corporate performance.
Introduction
Over the past decade-and-a-half, particular attention in both the academic literature as well as in policy circles has been devoted towards understanding the role of corporate governance in company administration, and more so, following the outbreak of high profile corporate irregularities in several developed economies. The culmination of these interests has resulted in the formulation of corporate governance codes in several countries. 3 The perceived importance of these measures is based on the premise that, with widely dispersed ownership, shareholders designate managers to administer the operations of the company in line with the objective of maximizing shareholder wealth (Jensen and Meckling, 1976; Ajinkya et al., 2005) . In this context, the agency theory suggests that because shareholders are not involved in the daily affairs of the company, corporate governance mechanisms act as an important check in monitoring managers, thereby aligning their interests with those of shareholders.
An important facet of corporate governance that has gained prominence of late has been the board of directors of the firm (Hermalin, 2005) . As early as the 1980s, Fama and Jensen (1983) had suggested that the board plays an important role in alleviating agency costs that arise from the separation of ownership and decision making in corporations. Jensen (1993) had described the board of directors as the apex of the internal control system in an organization. This suggests that the board of directors exists to protect 3 Salient among these include the Blue Ribbon Committee (1999) in the US, the Cadbury Committee (1992) and Higgs Committee (2003) in the UK, the Vienot Report (1995) in France and the Peters Report (1997) in the Netherlands. the interests of shareholders from where it receives its authority for internal control from the shareholders.
Two important aspects of board functioning relate to the "diligence" and the "busyness" of the board of directors. As Vafeas (1999) has argued, size and independence of the board cannot in themselves lead to effectiveness in the monitoring role unless it is diligent or active. When boards hold regular meeting and is adequately attended, is it likely to remain informed about the relevant performance of the company leading them to take or influence and direct the appropriate action to address the issue (Blue Ribbon Committee, 1999; Abbott et al., 2003) . Empirical evidence suggests that such diligence can come into conflict with the busyness of the directors (Ferris et al., 2003) . The theoretical literature posits that such busyness can act as an important signal of a director"s reputation and proxy for high director quality (Fama, 1980) . Such over-extension of commitment on the part of directors can, however, lead to reduced attendance in board meetings. Therefore, the net effect of busyness versus diligence on firm performance needs to be weighted against the relative strengths of over-commitment and quality effects associated with multiple directorships.
The present paper examines this issue in the Indian context, drawing upon available theoretical and empirical literature. In particular, the study explores whether busyness of directors and board diligence leads to an improvement in the performance of non-financial firms. Empirical literature on this topic has been confined largely to the US (Hermalin and Weisbach, hereafter, HW 1991; Yermack, 1996) and other developed economies (Brunello et al., 2001; Dahya and McConnell, 2005) for two main reasons. First, until recently, corporate balance sheets were exceedingly opaque with limited disaggregated information being provided on the board of directors. Second and more importantly, the accounting irregularities in the US and elsewhere have heightened the awareness about optimally designing board structures to ameliorate the agency problems between management and stakeholders. These developments have, as a consequence, prompted the need for greater transparency in annual accounts of corporate entities.
Using a sample from an emerging economy serves several purposes. First, it enables to examine whether mechanisms that are effective in developed markets are also effective in emerging economies. In contrast to the scenario in the US and other developed countries where there is a relatively long history of institutional investor organizations actively seeking to influence corporate governance policies of individual companies, such influences are relatively uncommon in emerging economies. While mandatory limits have been placed in the number of directorships that can be accepted, these limits are set at relatively high levels, making them largely non-binding and yet providing them the flexibility to hire directors with already high number of directorships. This is automatically reflected in a higher average level of busyness as well as greater variation in the extent of busyness, providing an ideal setting for analyzing the impact of multiple directorships on the efficacy of monitoring in a cross-section of companies. Second, there is very little empirical evidence in respect of such countries that would help policymakers evolve best practices that are in consonance with the institutional context. Illustratively, while in the US, less than three multiple directorships are often considered best practice, the existing limit on multiple directorship in emerging economies are typically higher, often in double digits (see, for instance, OECD, 2003) . Understanding the nuances that exist in the context of comparisons to developed markets can enable investors to utilize such findings to determine how best to evaluate firms for effective governance since a different set of factors might be at play in different markets.
The rest of the study is structured as follows. Section II gives an overview of the literature. The Indian experience with multiple directorships is enumerated in section III. The dataset are detailed in section IV, while section V describes the empirical strategy. The results of the analysis are discussed in section VI. The final section concludes.
Related literature
Corporate governance can broadly be classified into external and internal mechanisms (Denis and McConnell, 2003) . External mechanisms relate to the market for corporate control: the takeover market and the shareholder protection offered by the legal environment in which the business operates. The latter, on the other hand, comprises of those related to board structure, executive compensation and monitoring by large shareholders.
We focus specifically on internal mechanisms and within that, on corporate boards. As Goodstein et al. (2004) has observed, corporate boards fulfill three roles. First, boards play an institutional role: providing a link between the organization and its environment. Second, boards discharge a governance role: monitoring and disciplining of inefficient management. The third role of the board is strategic: chartering the future growth path of the firm in a competitive setup. The present study focuses essentially on the second role.
The early literature on multiple directorships observes that outside directorships signify reputation. Fama (1980) and Fama and Jensen (1983) contend that the market for directorship functions as an important source of incentives for outside directors to develop reputation as monitoring specialists. Mace (1986) argues that outside directorships are regarded as valuable because they provide executives with prestige, visibility and commercial contracts. Empirical support in favor of the reputation argument can be found in several studies. The number of outside directorships is found to be related to firm performance for financially distressed firms (Gilson, 1990) , for firms that cut dividends (Kaplan and Reishus, 1990) , for firms that opt out of stringent anti-takeover provisions (Coles and Hoi, 2003) and for companies that fire their CEO following retirement (Brickley et al., 1999) . As a consequence, the number of board seats held by an outside director has been used to represent the director's reputation in the external labor market (Shivdasani, 1993) .
The more recent literature, however, questions the wisdom of holding too many board seats. Multiple directorships may lower the efficacy of outside directors as corporate monitors (Core et al., 1999; Shivdasani and Yermack, 1999) . Ferris et al. (2003) examine whether firm performance is adversely affected by multiple board appointments. Their empirical analysis does not uncover any convincing evidence between the market-to-book value ratio and the average number of board seats held by directors. However, Fich and Shivdasani (2005) question the methodology of Ferris et al. (2003) and re-examine the relation between firm performance and multiple directorships. Their analysis reports that busy directors can hurt firm performance. Specifically, they find that firm with boards where the majority of outside directors are busy (i.e., holding three or more directorships) are associated with weak corporate governance, lower market-to-book value ratios and weaker profitability.
Another salient aspect of board functioning relates to the diligence of the directors. The rationale for including the diligence measure lies in the conventional wisdom that the most commonly shared problem by directors is the lack of sufficient time to discharge their professional responsibilities, thereby compromising on their decision-making quality (Lipton and Lorsch, 1992) . Multiple board appointments therefore, while being a necessary condition for weak monitoring, might not be a sufficient condition. In case multiple directorships lead to over-commitment, is it likely to have an adverse effect on monitoring capabilities.
In our study of Indian corporate boards, the main hypothesis of interest is that corporate performance depends on the quality of monitoring as proxied by the diligence of the board and the busyness of directors. In this respect, we concentrate primarily on the functioning of the board. In a companion paper, Ghosh (2006) focuses on the size of the board and its interface with CEO remuneration.
Indian corporate governance and multiple directorships
Multiple directorships in India evolved in the initial stages of industrial development in the 1950s driven by a combination of several factors, including a paucity of leadership with solid commercial and industrial experience, to pool in the expertise of specialists with domain knowledge to guide the company as also the institution of the managing agency system, who floated new companies and sought to control their management by being on their boards. As Mehta (1955) had documented, during the initial years following independence in 1947, individual directors held as high as 50 directorships spanning across a wide spectrum of industries. The Company Law Committee (Bhabha Committee) which was set up in 1950 in the context of amending the extant Companies Act, 1913, observed that, while multiple directorships in the UK and US rarely exceeded single digits, a holding of 15 to 20 directorships was usually the norm for individual directors in India. In view of its pervasiveness and the associated concentration of managerial power that such multiple directorships might engender, the Committee recommended setting legal limits on the maximum number of directorships which an individual director can accept. In recognition of these concerns, the Companies Act which came into effect in 1960, repealed the erstwhile Companies Act, 1913 and set the legal limits at 20 along with provisions for excluding from this number the directorships of private companies, unlimited companies and non-profit organizations. The proposed limit was considered 'desirable' by the committee in view of the 'paucity of high-grade business ability in the country' at that time.
Since the 1990s coinciding with the adoption of economic reforms program in India, public concerns have become more focused on the effective protection of investors" interests, the promotion of transparency of operations and the need to move towards international standards in terms of disclosure by the corporate sector. A need was increasingly felt that some statutory governance codes be instituted in view of several malpractices (like insider trading) that inflicted losses on small investors and undermined investor interests in capital markets. Accordingly, several committees were appointed by the Government to examine these aspects in their totality. Following from these recommendations, the Securities and Exchange Board of India (SEBI), the stock market regulator, made certain mandatory provisions for listed companies through the route of listing agreement since 2002. 4 Accordingly, it was mandated that one-half of board members should comprise of independent directors. 5 With regard to the directorship issue, the stipulations made the recommendatory provision regarding the lowering of the number of companies in which a person can hold directorship from 20 to a maximum of 15, although no legal stipulation of this effect had been instituted. As it stands at present, the listing agreement of major stock exchanges do not contain any explicit provision regarding the total number of directorships on which an individual director can be represented, although companies typically abide by recommendatory provisions.
While studies on board diligence in the Indian context are limited, in a recent analysis covering over 120 firms for 2003, Ghosh (2006) finds a dampening influence of larger boards on firm performance, judged in terms of both accounting as well as market-based measures of performance. The study, however, did not examine the effect of board diligence and director busyness on performance, presumably owing to the paucity of data on these variables (see fn. 5), and this becomes a major concern of the present study. In the light of these developments in corporate governance practices in India, the question arises as to how far have been these developments been reflected in company financials?
Data description
The data employed for the study is cross-sectional information for the year 2005, extracted from the Prowess database (Release 2.4), generated and maintained by the Centre for Monitoring the Indian Economy (CMIE), a leading private think-tank in India. 6 The dataset contains financial information on around 8,000 companies, which are either listed on the stock exchanges as well as major unlisted public limited companies having sales exceeding Rs.200 million (≈US $4.2 million). Accordingly, the firms in the sample generally do not include the smallest firms 4 The activities of the stock market are regulated by the Securities and Exchange Board of India (SEBI), whose functions are similar in scope to the Securities Exchange Commission in the US. The SEBI Act, 1992 imparted SEBI with statutory powers to protect the interests of investors in securities and to promote the development of, and regulate, the securities market. 5 An independent director, as defined by SEBI, is a director who, apart from receiving a director"s remuneration, does not have any other material pecuniary relationship or transactions with the company, its promoters, its management, or its subsidiaries, which in the judgement of the Board may affect the independence of judgement of the director. 6 Detailed information on the activities of a firm"s board of directors, as provided in Prowess, became available since 2003. Updation of the information in Prowess takes the form of replacing the earlier data with revised information, which is typically available with a half-yearly lag. Consistent information on the firm"s board of directors is available for 2005. Hence, the analysis is based on cross-sectional data. due to the requirements for firms to be included in Prowess. 7 Thus, in effect, the sample is skewed towards large Indian firms. There is detailed information on the financial performance of these companies culled out from their profit and loss accounts, balance sheets and stock price data.
The selection of the sample is guided by the availability of data. We proceed in several stages for the selection of sample firms. In step one, we cull out information on all manufacturing firms for 2005 that are listed on the National Stock Exchange. 8 This, in effect, provided us with aggregate information on 677 firms.
We subsequently delete a number of firms from the sample. First, we exclude firms which do not report any board characteristics, reducing the sample to 239 firms. In stage two, we delete firms which do not provide information on their share prices. 9 The final sample, therefore, comprises of 219 manufacturing firms, belonging to eleven industries for the year 2005. 10 According to Clause 49 Listing Agreement, listed companies are required to file a corporate governance report as part of their Annual Report. The report contains among other things: (a) the composition of the board and the number of independent directors, (b) the number of directorships held by the directors in other listed companies, and (c) the number of board meetings held by the company during the financial year. This information has to be filed with SEBI and is reported under the Electronic Data Information Filing and Retrieval (EDIFAR) system on its website. We matched the name of the firm with the composition of the board of directors. In this fashion, we arrived at the disaggregated information on the corporate governance characteristics of the company.
For the purpose of the analysis, we employ one accounting measures and one market-based measure. Drawing from the literature, we use return on asset (RoA) as the performance-based measure (Khanna and Palepu, 2000) . Following from Morck et al. (1998) , we also re-estimate our regression with a market-based measure, defined as adjusted Tobin"s Q (Adjusted Q). 11 The computation of Tobin"s Q is 7 The small and medium-sized firms (SME), as classified by the Indian Ministry of Industry, are those with gross fixed assets less than Rs.100 million (appx. US$ 2.5 million). 8 The National Stock Exchange is the state-of-the-art exchange for listed corporates in India. 9 The information is employed in the computation of Tobin"s Q. 10 These include, in alphabetical order: Automobiles, Cement, Chemicals, Diversified, Food and beverages, Electrical and machinery equipment, Electronics, Metal and metal products, Plastic and rubber products, Textile and Others (which includes glass and ceramics, refined petroleum products and nuclear fuel, paper and printing, mining and quarrying, extraction of crude petroleum and natural gas, gems and jewellery, manufacture of coke and cosmetics). 11 We also employed the market-to-book value ratio (MBVR) rendered difficult owing to the paucity of information on the market value of debt. Among the independent variables, our primary focus is on the measures of diligence and busyness. With regard to the former, we use the standard measure of the average percentage of board meetings attended by the independent directors of the board (Carcello et al., 2002) . We hypothesize that less diligent boards, manifested in lower number of meetings attended, are less equipped to demand accountability from the management, presumably with a dampening effect on performance.
There are several ways to ascertain how 'busy' a director is. We employ three such measures. First, following Ferris et al. (2003) , we compute the average number of outside board seats held by each director (Busy 1). This measure therefore includes multiple directorships by not only the independent directors, but also executive directors as well, a feature quite pervasive in the Indian context. However, as Fich and Shivdasani (2005) remark, this measure might not adequately capture directors' busyness and therefore, calls for a distinction between the busyness of executive and independent directors. To address this aspect, we focus specifically on the monitoring role of independent directors and compute the number of outside directorships per outside director (Busy 2). Third, we employ the median number of directorships held by the directors on the board (Busy 3). It is of note that this measure of busyness is at variance with that employed by Ferris et al. (2003) . However, as observed by Fich and Shivdasani (2004) and as our data reveals, the mean is not an appropriate measure in our case, since the distribution of directorships is positively skewed, so that a high mean might be driven by the presence of a few directors with large number of multiple appointments, while the remaining majority may not be busy. 12 A description of the variables is contained in Table 1 .
[ Table 1 here] Table 2 reports the mean and standard deviation of the independent and control variables. Profitability, on average, was the highest in food and beverages, although in terms of market-based measure, the chemical industry was perceived as exhibiting highest growth opportunities. As regards control variables, which we use to condition the performance indicators in the regression model, it is evident that diversified firms are the largest, defined in terms of size. Most industries, particularly plastic, cement and metal exhibited high leveraging, although they also had high asset tangibility. Finally, several industries such as metal and diversified witnessed, on average, the highest increase in their share price over the previous year.
[ Table 2 here] as a measure of company performance. The results (not reported) are similar to those obtained using adjusted Q. 12 The skewness of the busyness measures, Busy 1, Busy 2 and Busy 3 are 0.613, 1.311 and 0.109, respectively. Table 3 presents the board characteristics of the sample firms. The average board size was typically higher for diversified, cement and chemical firms with an adequate representation of independent directors, in line with the stipulated requirements. As regards board functionalities, across all firms, on average, there were 6.2 board meetings during the year, with the same being particularly high for chemical and food industries. Board diligence, on average, was the highest for diversified firms and the lowest in electronics. Finally, the measures of busyness suggest that the correlation between Busy 2 and Busy 3 is 0.72 (p-Value of 0.00), suggesting that busyness defined solely in terms of independent directors, as has been adopted by most empirical studies is justified.
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Research design
A typical problem in estimating the association between performance and board characteristics is the endogeneity of both groups of variables. Following Demsetz and Lehn (1985) , if governance impacts firm performance and the choice of this structure is endogenous (like the size of the board), value-maximizing firms will choose the optimal structure. In that case, controlling for conditioning variables would imply there is no variation in the values of the performance and governance variables. As a consequence, identifying any relationship between performance and governance could prove difficult.
Only if firms fail to optimize their governance structure, are we able to observe and identify the relevant parameters. Moreover, if firms are constrained, for example by other variables representing governance issues, it is possible to use such variables to instrument the nexus between corporate performance and board characteristics. The instrumental variables chosen for the analysis were based on this consideration. This is expected to statistically address the endogeneity problem mentioned earlier.
Addressing this deficiency, following HW (2003), can be delineated in the following manner. The empirical research on the impact of board variables on performance can be based on the following specification: α t = θ c t +ξ t ,
(1) where c t = ηZ t +ε t (2) where α is the measure of corporate performance, c denotes board characteristics variables (size and functionalities), Z signifies (other) governance variables, η and θ are parameters and ε and ξ are the error terms. To address this endogeneity problem, we 13 The correlation between Busy 1 and Busy 2 works out to -0.05 (p-Value of 0.439) and that between Busy 1 and Busy 3 is -0.04 (p-Value of 0.519). This suggests that incorporating busyness of executive directors might be less than ideal. employ the instrumental variable approach. The reported estimation results can, therefore, be taken as the regression results of the first equation, using the instrumental variables that come from (2) .
The estimation strategy proceeds as follows. We employ two dependent variables, RoA and adjusted Q. The control variables act as proxies for product and financial market performance. As regards the former, we include firm size, age and tangible assets. To control for financial market performance, we consider the leverage ratio and share price change. Finally, we employ dummy variables to control for firm ownership and also take into account the industry-specific characteristics of the firm. We basically have two sets of variables under the control of the firm (performance and board size/functionality). Following from our earlier discussion, we consider the choice of board characteristics to be intertwined with other governance issues (the second equation). Therefore, akin to Chirinko et al. (2000), we instrument the board variables with the following factors: holding by the largest shareholder, dividend outlays and two anti-investor protection measures: a dummy variables which assumes value 1 if a firm issued preference shares, zero, otherwise; and a dummy variable which assumes value 1 if a firm made an Euro issue and zero, otherwise.
Results and Discussion
The results of the estimation are presented in Table 4 (panel A). Among the control variables, it is evident that larger, leveraged firm with high levels of tangible asset have higher profitability and market valuation. Intuitively, larger firms with high asset tangibility, which are less prone to informational asymmetry, are likely to exhibit better performance. An increase in share price, by raising the market value of equity, exerts a positive influence on adjusted-Q. Summing up, firms that are larger, leveraged and high tangible assets tend to display better performance.
[ Table 4 here] Focusing specifically on the board variables, it is clear that the size of the management board exerts a negative influence on performance. In other words, larger boards may be less cohesive in decision making (Lipton and Lorsch, 1992) , less candid in discussion of managerial performance (Vafeas, 1999 ) and more difficult to coordinate (Forbes and Milliken, 1999). The results in support of inefficiencies in Indian management boards are in line with Yermack"s (1996) and Bhagat and Black"s (2001) results for US board size that coordination, communication and decision-making problems increasingly hinder performance when board size increases. 15 Coming to the core of the paper, it is evident that board diligence has a significant and positive impact on firm performance. In terms of magnitudes, an increase in board diligence by 10% translates into a profitability increase of roughly 1%. Greater diligence implies increased ability of directors to attend board meetings, the Annual General Meetings of the firm and the forums in which outside directors are formally nominated and demand accountability from the management, keeping the management 'on their toes', which translates into improved performance. This is all the more relevant in emerging economies as India where, given the finite talent pool at the top, multiple directorships is quite commonplace, which could often limit the ability of directors to attend board meetings. Similar results are obtained with adjusted Q as the performance measure.
Subsequently, we analyze director busyness. Following from our earlier discussion, we include the three measures of busyness described earlier. The results, displayed in panels B to D, reveals that 'busyness' defined in terms of the number of directorships held by independent directors or alternately, the median number of directorships of independent directors positively influences performance. The findings support the view that multiple directorships can be an important reflection of the quality of independent directors, where directors with competence and domain knowledge are able to exercise their expertise and positively influence firm performance. These comparisons seem to be consistent with the contention of Fama and Jensen (1983) that multiple directorships relate positively to firm performance. If the market for directors works efficiently, the best directors should receive the greatest number of offers to serve as a director. These quality directors might generate higher levels of performance from the firm. Alternately, Bhagat and Black (1999) argue that successful firms are able to attract directors who serve on multiple boards.
Finally, an aspect not addressed in the literature is whether diligent boards with busy directors influence firm performance. To address this aspect, we interact the busyness measure with the diligence variable. 16 Looking at the coefficient on the 15 BB (2001) reports a negative relation between board size and Tobin"s Q in some (but not all) specifications. 16 Since our first measure of busyness (Busy 1) is insignificant, we report the results employing the interaction of diligence with the other two busyness measures. The results (not reported) confirm that the interaction of Busy 1 with diligence is insignificant at conventional levels.
interaction term, it is clear that the diligent, busy boards exert a positive influence on firm performance (panels E and F). As observed by Vafeas (1999) , board diligence acts as a proxy for the time directors spend monitoring managerial performance. Combined with 'busyness', this suggests that diligent directors are able to bring in their expertise associated with multiple directorships to bear on the firm's performance.
Concluding remarks
The paper evaluates the nexus between corporate performance and board functionalities for India. The empirical results suggest that, after controlling for board size and various firm-specific controls, both board diligence as well as director busyness exerts a positive influence on corporate performance, irrespective of whether performance-based or market-based measure is considered. The analysis generates interesting implications. First, the analysis suggests the need for rationalizing the size of the board, since present board sizes are found to exert a negative influence on performance. Second, the regressions support the idea that busyness is a useful proxy for director quality. Third, busyness needs to be integrated with diligence: to the extent that busy directors are diligent towards firms which they represent, they are able to exercise their expertise to positively influence firm performance. The analysis, however, does not throw much light on the 'threshold' levels of multiple directorship beyond which over-extensions can compromise on directorial diligence. Addressing such issues remains part of future research. 
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